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THE NATIONAL GOLD BANKS. 
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discredited the gold notes, 615 — Decline of the gold banks, 617 — 
IV Further causes of the failure of the system, 619. — Analysis of the 
law and of banking under it, 620 



I. 

The national banking system was established during 
a time of suspension of specie payments, when the United 
States legal tender notes had driven gold and silver from 
circulation. These legal tender notes, or greenbacks, 
formed the medium of exchange; and all bank issues were 
based upon and redeemable in them. By 1868 the na- 
tional banks had largely displaced the State banks, and 
their circulation had completely displaced the State bank 
circulation. The national bank-notes, being redeemable 
in greenbacks, circulated at par with greenbacks, and 
followed them in their fluctuations up and down. The 
actual business standard was a depreciated paper, and 
the national bank-notes were paper based on paper. Gold 
was still used, however, for three classes of payments. 
Duties on imports were required to be paid in coin; inter- 
est on the public debt was paid in gold; and foreign pay- 
ments were necessarily made in gold. 

In 1871 the various sections of the United States showed 
marked differences in regard to their financial condition 
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and their currency and banking facilities. The national 
bank laws of 1863 and 1865 had provided for apportion- 
ment of the circulation among the States in proportion 
to their population and capital. 1 But under another law 
of 1865, which provided that, in the organization of 
national banks, preference should be given to existing 
State banks making application before July l, 2 the 
distribution had become very unequal. By 1868 the $300,- 
000,000 circulation authorized by law had been claimed, 
but an undue proportion had been taken out by the 
Eastern States. The New England States had over one- 
third of the total, and New York and New England 
together had over one-half. In 1870 the New England 
States had more than 104 million dollars of national bank 
circulation, tho by apportionment based on the census 
of 1870 they were entitled to less than forty million; New 
England and the Middle States together had nearly 231 
millions, tho entitled to only about 156 millions; while 
all of the South and all of the States west of the Mississippi 
River, taken together, had less than twenty-three million, 
tho entitled to more than 114 million. 

The West, the debtor section of the country, which had 
been in Jackson's day the enemy of banks and the advo- 
cate of hard money, now became notoriously the champion 
of cheap money, the home of the inflation movement, 
and the birthplace of the Greenbackers. The impover- 
ished South joined with the West in the demand for more 
money. Their demands during the years 1865 to 1875 
were for a greater share of the national bank currency, 
as well as for the issue of greenbacks. Further demands 



1 The law of 1864 had omitted this provision of the previous law, and it was 
re-enacted in 1865 in the form of an amendment. Act of March 3, 1865; Statutes 
at Large, 38 C , 2 S , Chap. 82. 

2 This was the law levying a 10 per cent, tax on the issues of State banks, and 
the provision mentioned above was to enable the existing State banks to become 
national banks Statutes at Large, 38 C , 2 S , Chap. 78, Sees 6 and 7 
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came from these sections for the replacement of the na- 
tional bank circulation by an additional issue of green- 
backs, and for free banking, which meant, in its extreme 
form, the removal of all restrictions on the business and 
issues of the national banks. So insistent was the demand 
for more currency that unauthorized "shinplasters" were 
issued in many places in the South and the West. 1 These 
were in various forms. Alabama issued certificates re- 
ceivable for all State dues, but in a form suitable for cir- 
culation as money; cities, savings-banks, and business 
corporations issued similar certificates; and some of the 
railroads even issued circulating notes in the guise of rail- 
road tickets. 

California and the Pacific States, however, were an ex- 
ception to what has just been said of the Western demand 
for paper currency. In these States the gold standard 
and actual gold payments were maintained throughout 
the period of suspension. While the business of the rest 
of the country was on a paper basis, payments in Cali- 
fornia, like foreign payments, were on a gold basis; and 
local prices and payments in the State were in gold. 
Local customs and laws had from the first opposed the 
introduction of any kind of paper money in these States. 
This opposition to the use of paper currency arose chiefly 
from the fact that California was a gold-producing State. 
From the time of the early mining settlements gold dust 
and gold coin had been the only currency. It may also 
be attributed partly to the fact that the mass of the early 
settlers in the State were of the old Jackson Democracy, 
and they had the hostility towards paper money and banks 
of issue deeply rooted in their minds. 2 These early settlers 

•Comptroller of the Currency, Finance Report, 1872, pp 96 and 97; 1873, 
pp. 108 and 109 

2 The migration to California in 1846-48 was mostly from the frontier States 
and largely of Southern stock. This was the type which made up the hard-money, 
anti-bank party of the time. It was natural that these settlers should prefer coin 
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would naturally establish the custom of using coin and 
despising paper. 

Banks of issue were prohibited by the State constitu- 
tion in Oregon/ and both by the constitution and by stat- 
ute in California. 2 There had never been a bank currency 
in these States, and the pioneers had refused from the 
first to accept the notes of the Eastern banks to any extent. 
When the legal tender act made the greenbacks a lawful 
tender in payment of debts, some instances occurred of 
debts contracted on a gold basis and paid in legal tenders. 
The business men took prompt action towards preventing 
the introduction of legal tender notes as the circulating 
medium. They entered into agreements not to receive 
or pay out the greenbacks except at their market value, 
and established a sort of black-list system against those 
who took advantage of the legal tender power of the 
notes by offering them in payment of debts. It became 
common to have printed across bill-heads the words 
"Payable in coin only"; and a man who proffered green- 
backs for a gold debt was a commercial outcast. 8 This 

to currency, and that the custom of using coin should be established. Many of 
the leaders were of this same class, even after the stream of immigration from the 
North and the East had spread over the country. 

The membership of the Constitutional Convention in 1849 will illustrate this 
point. Of the 37 delegates originally chosen, 16 were from slave States, 10 from 
free States, and 11 were natives of California. The total membership was increased 
to 48, of whom 22 were from the North, 15 from the South, 7 from California, and 
4 from foreign countnes That these Southern members were of the democratic 
anti-slavery class is evident from the fact that there was no attempt to establish 
slavery in the State 

It was this convention that put into the Constitution the strict prohibition 
of banks of issue. And the membership was not made up of miners, but of lawyers, 
farmers, merchants, engineers, bankers, etc. Bancroft, History of (California, vi. 
pp. 282-289 

>Art XL, Sec 1 

'Art IV., Sees 34 and 35; Statute, Act of April 19, 1855, Stat , 6 Ses., Chap. 105 

3 It is interesting to note that during the first few months of greenbacks united 
attempts were made, at least in Oregon, to keep them at par with gold. Patriot- 
ism and loyalty were appealed to, and public meetings were held in which the 
members pledged themselves unanimously to accept the notes at par, and to boy- 
cott any merchant who refused so to receive them All such efforts failed, and 
very soon regular quotations for greenbacks were printed Gilbert, Trade and Cur- 
rency m Early Oregon; Columbia University Studies, vol 26, pp. 98-104. 
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condition of affairs was legalized by the Specific Contract 
Acts in California in 1863, 1 and in Oregon the following 
year. 8 These laws provided that written contracts for 
payment in a specific kind of money might be enforced 
by the courts. They were upheld by the State and by 
the United States courts, and all subsequent attempts to 
repeal them and to introduce legal tenders as the medium 
of exchange proved unsuccessful. The result was the 
enforcement by law of specific contracts made payable in 
gold, tho such contracts had been enforced by business 
custom prior to the passage of the laws. Greenbacks 
were dealt in as a commodity rather than as a currency. 
It was the influence of the merchants and traders that 
forced the specific contract acts and enforced gold pay- 
ments under them. 

The commercial relations of the Pacific States made it 
comparatively easy for them to maintain the gold stand- 
ard. They were isolated from the East, and their trade 
with the Eastern States was chiefly in the purchase of 
manufactured articles. The Pacific States were a buying 
section, so far as their relations with the rest of the United 
States were concerned. Their own surplus products went 
chiefly to the islands of the Pacific and to the other Pacific 
coast ports. Their favorable balance of trade was re- 
ceived in gold, and they could use the legal tenders for 
payments to the East. For these reasons the legal tenders 
did not move to the coast in any great quantities, and they 
never formed a part of the circulating medium there. 3 

These States were perhaps the only ones in the country 
in which the banks did not depend for a large part of their 
profit upon the right of issue. But in California the bank 
of issue was unknown until 1870. Abundant opportunities 
had existed for banking profits, however, in purchase of 

1 Hittell, History of California, iv. p. 347. 

» Gilbert, pp. 112-114. » Ibid., pp. 95, 96, et seg. 
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gold dust at the mines, in the growing trade and the 
rapid development of the resources of the State, and the 
general spirit of speculation which prevailed. Interest 
rates were high, and private banks had sprung up in large 
number, beginning about 1849. 

This was the condition of affairs, then, in the three 
sections of the country in 1870. The East had a super- 
fluity of bank capital and circulation, and stood for con- 
servatism, or even for contraction of the currency; the 
Middle West and the South were suffering under the al- 
leged evils of a deficiency of currency, and were clamoring 
for greenbacks and for the increase and redistribution of 
the national bank currency; while California and the 
Pacific States had repudiated greenbacks and the national 
currency, and were using gold coin as their standard and 
the medium of exchange. And this was the only part 
of the country where the national banking system had 
not been established. 

II. 

In his report for 1869 the Comptroller of the Currency 
recommended a law authorizing the establishment of specie 
banks, with a right to issue notes payable in specie. " Some 
provision of this kind," he said, "is probably necessary 
in order to supply the Pacific and gold-producing States 
with a paper currency. A circulating medium cheaper 
and more convenient than coin has long been necessary 
in those States, and would undoubtedly do much to pro- 
mote activity, enterprise, and development. Experience 
has demonstrated to them that a currency composed 
exclusively of specie is not exempt from the fluctuations 
to which money and trade everywhere are subject, and 
has awakened an anxiety on the subject which may lead 
to the introduction of paper money, if the opportunity 
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is afforded." 1 The Comptroller thought, also, that such 
an act would, in a way, anticipate specie payments, and 
that, along with the plan of free banking which he recom- 
mended, it might hasten the day of resumption. 2 

The Act of July 12, 1870, as passed, was a skilful com- 
bination of two bills, introduced separately at first, and 
combined by the Senate Finance Committee, one bill' 
providing for an increase and redistribution of the national 
bank currency, the other authorizing gold banks. The 
West and the South, persistently demanding a greater 
share of the currency, were expected to support the first 
bill; while the Eastern Democrats and all those in favor 
of hard money and immediate return to specie payments 
were expected to support the second measure. The act 
authorizing gold banks was a sort of concession to the 
friends of resumption; and the enemies of resumption 
permitted it to pass, partly because they thought the plan 
was impracticable and partly because by passing it 
they could gain their demand for redistribution of the 
currency. It authorized the Comptroller to issue to banks, 
under the general provisions of the National Bank Act, 
notes payable by the banks on demand in gold to an 
amount not exceeding 80 per cent, of the par value of 
the bonds deposited. 8 

The idea, however, in authorizing the gold banks was 

•Finance Report, 1869, p 39 

2 The Merchants' Magazine also thought that the gold banks might render 
some service in "the march along the perilous path towards specie payments " 
Vol lxui. pp 246, 247 California newspapers also thought the chief good of the 
new system was as a first step towards a return to a specie basis. 

3 No gold bank to have a circulation in excess of $1,000,000 Banks must 
keep on hand a reserve of 25 per cent, of circulation in gold and silver coin, and 
must receive at par the notes of all other gold banks which were paying their notes 
in gold All gold banks were to be subject to the provisions of the National Bank 
Act, except (1) the limit of $300,000,000 on total circulation did not apply; (2) 
"lawful money" should in their case mean gold and silver coin of the United 
States, (3) San Francisco gold banks were not required to redeem their notes in 
New York; and (4) gold banks were not required to receive the notes of other na- 
tional banks at par. Statutes at Large, 41 C , 2 S., Chap 252, Sees 3, 4, and 5 
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twofold: (1) to provide gold banks and gold notes for 
foreign merchants in the commercial cities of the Atlantic 
seaboard; and (2) to extend the national banking system 
into the Pacific States. One or more gold banks would 
be organized, it was thought, in each of the large Atlantic 
cities. 1 The volume of foreign trade transacted on a gold 
basis was large in all these cities. Foreign merchants 
kept gold accounts with their bankers, and it was said that 
half of the banks of New York City had opened gold 
accounts with their customers. Hence double accounts 
were necessary, — one on a gold basis and one on a cur- 
rency basis. 2 New York City alone was carrying on a 
trade of about 600 million dollars a year on a gold basis, 
and other cities also had large foreign dealings. And it 
was thought that in Charleston and New Orleans, where 
cotton was measured by the gold standard, there would 
be a demand for gold banks. 3 

The need for a gold note circulation was seen in the 
demand for the United States gold certificates, which were 
issued on the deposit of gold with the United States Treas- 
urer. The amount of these certificates outstanding in 
July, 1870, was about fifty million dollars and about 
twenty-seven million in October; while the average amount 
for the preceding five years had been about twenty-seven 
millions.* But these certificates were issued in large de- 
nominations, and were not intended or used for general 
circulation. Nearly half of the amount issued up to 1870 
had been of the denomination of five thousand dollars. 4 
It was now proposed to issue the national gold bank notes 
in small denominations for general circulation, leaving 

1 Sherman in Senate, Congressional Globe, 41 C , 2 S , p 700, Finance Report 
1870, p 25; Merchants' Magazine, 63, pp 184 and 247, Bankers' Magazine, 25, 
p 228 

2 Merchants' Magazine, 63, p 184, Commercial and Financial Chronicle, xi. 
p 230. 

3 Sherman, Congressional Globe, 41 C , 2 S , p 700 
1 Merchants' Magazine, 63, pp 247-249 
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the government gold certificates to be used, as heretofore, 
in making large payments. It was thought that this 
would make a place for the gold banks, and would induce 
their organization in such cities as New York, Boston, 
Charleston, and New Orleans. 

The gold bank act was also an attempt to force the na- 
tional system into California and the Pacific States. There 
seems to have been no demand from California for any 
such law. But in the East it was claimed that, if a paper 
circulation could be introduced into the Pacific States, 
the gold used in those States would be released for use 
in the rest of the country and in foreign trade; 1 while 
the paper currency would be more convenient and ser- 
viceable for the Pacific States concerned, and would stimu- 
late and hasten their development. It was hoped that 
the greater convenience of the gold notes would soon 
overcome the hostility of the California people towards 
paper money, since the notes were actually redeemable 
in gold on demand, and the banks were required to keep 
adequate reserves for their redemption. 

In the Eastern cities, arrangements were apparently 
made for the organization of several gold banks, 2 but 
only one was actually established outside of California. 
The Kidder National Gold Bank of Boston was established 
by the banking house of Kidder, Peabody & Co. in 
1870, with a capital of three hundred thousand dollars 
and a circulation of one hundred twenty thousand dollars 
in gold notes. The success of the venture was not so 
flattering as to induce the organization of other gold 
banks in the East, where the great mass of business was 
on a greenback basis. Its deposits, loans, and discounts 

1 Some thirty or forty million dollars, according to the estimate of the Comp- 
troller Finance Report, 1871, p 67 The San Francisco Bulletin made a similar 
estimate of the gold coin in California and the other Pacific States 

2 Comptroller, Finance Report, 1870, p 25, Merchants' Magazine, 63, p. 184, 
Commercial and Financial Chronicle, xi p 230 
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were never high, and its business never, apparently, on 
a paying basis. The bank continued in business only 
about two years, going into voluntary liquidation in 
November, 1872. 

No adequate field of circulation was available for the 
gold notes in the East. They were not redeemable except 
at the place of issue, hence they could have only a local 
circulation. The United States gold certificates and gold 
coin furnished sufficient medium for payments to the 
government and for foreign trade; and it was, of course, 
useless to attempt to force the gold notes into general 
circulation, side by side with the depreciated greenbacks. 
Aside from circulation the gold banks could doubtless 
have found a profitable business in the large commercial 
centers, if they could have taken over all of the gold busi- 
ness which the other banks were carrying; but, if the other 
banks were not willing to surrender this business, the gold 
banks could offer no facilities or inducement not offered 
also by the other banks. Hence, both in respect to cir- 
culation and to other business, the gold banks failed to 
take the place which they were expected to fill in the 
Atlantic cities. 



III. 

But in California the conditions were different. There 
were obstacles here, also, but obstacles of a very different 
nature. The gold banks would have to make their way 
in California, not against a depreciated paper currency, 
but against a rooted prejudice in favor of metallic money. 
Banking in the State had been almost entirely in the hands 
of private bankers up to 1870; and, at the time the na- 
tional gold banks were being introduced, a State system 
was also achieving its initial success. In 1871 there were 
only four incorporated State and savings banks in the 
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State, and over seventy private banks. 1 These banks were 
unfettered by the regulations as to reserve, loans, real estate 
holdings, etc., which would apply to the national banks; 
while the national organizations could offer to bankers 
only the additional safeguards of the national system and 
the very precarious and doubtful profit on circulation. 

The First National Gold Bank of San Francisco was 
organized in November, 1870, and had issued by Septem- 
ber of the next year $375,000 in gold notes. It met with 
much opposition, the notes being very unpopular at first; 
and a year and a half passed before its success led to the 
organization of other gold banks in the State. To intro- 
duce banks of issue, and to put out their notes as a sub- 
stitute for coin, appeared to the people as an innovation 
of doubtful expediency. They were accustomed to gold 
coin and to a discount on greenbacks. "It was a new 
thing to see a paper dollar that did not tell a lie on its face. 
But here were paper dollars without fiction or falsehood. 
They not only had the color of gold, but they could be 
exchanged for gold at pleasure." 2 By November, 1871, 
the Comptroller could say that the National Gold Bank 
of San Francisco was holding its own, in spite of the oppo- 
sition which it had met, and was "gradually winning its 
way into public confidence." 3 He was, however, appar- 
ently so dissatisfied with the first trials of the gold bank 
law that he recommended that "provision be made for 
the establishment of national banks in California and the 
other Pacific States upon a legal tender basis, and that the 
law be so modified as to enable them to cope successfully 
with other banking institutions at present doing business 
in those States." * 

1 Homan'a Bankers' Almanac, 1871, p 57. 
' San Francisco Evening Bulletin, April 20, 1872. 
« Finance Report, 1871, p 67. 

4 Finance Report, 1871, p 67. He made no further suggestion of just how 
he thought the law could be modified in order to accomplish these results 
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The year 1872 saw the first promise of success for the 
new system. California mining activity was at this time 
enjoying a decided revival, which lasted for several 
years. California agriculture was beginning to find it- 
self also in the first large shipments of grain and fruit. 
The years 1872 to 1875 marked a period of activity in 
all lines, of great expansion, of inflation of values, and 
of rapid development of the resources of the State. It 
was a favorable time for the establishment of a new bank- 
ing system and for the introduction of a paper currency. 
The gold notes were found to be more convenient than 
gold coin, and they were known to be redeemable in gold 
on demand. By the spring of 1872 the people were begin- 
ning to accept the notes without question, and it was seen 
that they were to have a free circulation. 1 By this time 
the success of the First National Gold Bank was assured, 
and other gold banks began to organize, many of them by 
reorganization of existing banks. In May the California 
Trust Company of San Francisco became the National 
Gold Bank and Trust Company, with a capital of one 
million dollars and an immediate circulation of four hundred 
thousand dollars in gold notes, and announced its inten- 
tion of taking out the full circulation of one million. 2 By 
the fall of the year gold notes were popular in California, 
and it was anticipated that they would soon displace a 
large volume of gold coin, not only in San Francisco, but 
also in the interior towns. Gold banks were being organ- 
ized in Stockton^ Sacramento, Oakland, and other towns 
of the State. The gold notes were valued especially for 
supplying the far-removed mining settlements, because of 
their greater convenience and cheapness of transportation.* 

1 Bankers' Magazine, 27, p. 66. 

2 Bankers' Magazine, 27, pp. 140 and 386, San Francisco Evening Bulletin, 
September 16, 1872 The Trust Company had been in business four years, and 
had made large profits and paid large dividends. 

3 Finance Report, 1875, p. 219, San Francisco Evening Bulletin, cited below. 
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The year 1875 saw the highest point in the history of 
the gold banks. In the spring and summer of that year 
the national system promised to supplant the State and 
private banks of the State, and to substitute its notes for 
the gold coin circulation. There were at this time nine 
gold banks in the State, with an aggregate capital of 
$4,700,000, a surplus fund of over $630,000, and circula- 
tion outstanding of $2,640,000. The gold banks were 
increasing, their business was growing, their notes circu- 
lated freely in the interior without coming home for re- 
demption in too large numbers, and their profits were 
large. The deposits were between four and six million 
dollars the first half of the year, and their loans and dis- 
counts over seven million. The earnings of the two gold 
banks in San Francisco for 1874 were 13.7 per cent, of their 
capital and surplus, and for 1875 17.9 per cent. The 
earnings of the seven banks in California outside of San 
Francisco for 1874 were 18.7 per cent., and for 1875, 14.3 
per cent. 1 There were other gold banks talked of or 
in process of organization in Los Angeles and in other 
places in the State. 2 Everything seemed to indicate fair 
sailing for the gold banks and for the national system 
in California. 

But the gold banks had never tried their ability to 
weather a storm; The great demand for currency in the 
rapidly growing interior settlements had kept the notes 
in circulation, so that the redemption reserves had been 
ample. The country banks kept a redemption fund with 
their agents in San Francisco, making all the notes redeem- 
able at this central point, as well as at the places of issue. 
The free acceptance of the notes had, in fact, made the 
banks careless in regard to their reserves. During 1874 

1 All data in regard to the business of the banks are from the official reports 
of the Comptroller of the Currency. 

2 San Francisco Evening Bulletin, September 4, 1875. 
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and 1875 the reserves of the San Francisco gold banks 
were nearly always below the required 25 per cent, 
of circulation and deposits, and the reserves of the 
interior banks were very often below. Another element 
of danger was the jealousy and hostility of the State and 
private banks. And the old prejudice of the California 
people against any kind of paper money was only 
slumbering, and was ready to be awakened by the least 
noise of disturbance. 

A bank panic was precipitated in San Francisco in 1875 
by the failure of the Bank of California on August 26, 
caused by the squandering of its funds by the president 
in mining speculation. This was the largest bank on the 
Pacific coast, with a capital of five million dollars, and 
had enjoyed an enormous business and unbounded con- 
fidence. San Francisco was the center of the financial 
system of the Pacific coast, and was almost independent 
of New York and the rest of the country. The panic of 
1873 had not reached California, but this failure pricked 
the bubble; and the panic soon spread throughout the 
State. 1 The National Gold Bank and Trust Company 
suffered a run on the same day as the run on the Bank 
of California, and other banks in the city had to sustain 
similar runs. The National Gold Bank and Trust Com- 
pany paid out $1,400,000 in gold during the day, but did 
not open for business the next morning. It was in tem- 
porary suspension for about two weeks, when it opened 
again for regular business. 

The panic placed especial strain upon the gold banks 
of the State; and, as might have been expected, their 
weakness was their circulation. At the time of the panic 
most of the notes were in the country, many of them at 
remote points. The Trust Company had $800,000 of gold 

1 Most of the information in regard to the panic and its effect on the gold banks 
is from the San Francisco Evening Bulletin, August 26 et seq. 
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notes outstanding, and the total circulation of all the 
gold banks was over $2,500,000. The panic sent in a great 
flood of these notes for redemption. The supply of coin 
in the city was short at the time, and the other banks of 
the State were in difficulty also; and the run on the 
Trust Company made matters much worse. The State 
and private banks now seized this opportunity to strike 
a blow at the gold banks. They refused to receive or 
pay out the gold notes, 1 and the city banks refused ade- 
quate assistance to the Trust Company when its notes 
began to come in for redemption. 2 This refusal might 
have been due to the actual scarcity of coin and to the 
more or less justifiable feeling that self-protection de- 
manded such action. But there is little doubt that, if 
the notes had been received freely by the banks of the 
State, they would have continued to circulate at par. 
The other banks were very hostile to the national gold 
banks, however, and their constant effort was to discredit 
the gold notes. 3 It was this attitude of the banks and 
bankers that did more than any other influence to dis- 
credit and depreciate the notes, and it was their activity 
that sent the notes in for redemption in such large num- 
bers. The California banks were now using the same 
means of opposition that the New York banks had tried 
when the national banks were being introduced for the 
first time in 1863 and 1864. At that time the old State 
banks excluded the new national banks from the clearing 
houses, and refused to accept their notes or to pay checks 
drawn upon them. But the California banks were now 

1 Finance Report, 1875, pp 219 and 220, San Francisco Evening Bulletin, Sep- 
tember 4 and November 2, 1875 

2 San Francisco Evening Bulletin, September 9, 1875. 

3 Not only by refusing to accept the notes, but by correspondence -with the 
country banks, by offering to take the notes at a discount on deposit, and by en- 
deavoring to show that the gold notes were not sound. Report of United States 
National Bank Examiner on the panic and the gold banks, in the San Francisco 
Evening Bulletin, November 2, 1875 
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more successful in their opposition. "During the panic 
the gold notes were so depreciated by the private banks 
and brokers that they sold for 75 cents on the dollar in 
some instances, and in one instance the seller took his 
pay in national currency bank notes at par, selling his 
gold notes at 90." x 

The opposition of the State and private banks could 
be made very effective, because they represented by far 
the largest part of the banking capital and resources of 
the State. There were over one hundred of these banks 
in the State, with a total capital of between twenty and 
twenty-five million dollars; 2 while there were only nine 
national gold banks, with an aggregate capital of only 
about $4,600,000. With these greater numbers, capital, 
and resources arrayed against them, it is no wonder that 
the national gold banks were in hard straits. 

Promptly after its suspension in August the National 
Gold Bank and Trust Company sold $500,000 of its bonds 
in New York, and provided funds for the redemption 
of its notes at the Sub-treasury in San Francisco, and for 
the retirement of $400,000, or one-half of its circulation. 
As a result of this prompt action, the distrust of the notes 
soon began to disappear, and the bank was able to resume 
business. It continued to retire its notes, however, in- 
tending to reduce its circulation to a merely nominal 
amount. After a few weeks there was little demand for 
specie from the two city banks, but the notes of the interior 
banks were presented for redemption in San Francisco 
at the rate of about twenty thousand dollars a day beyond 

1 San Francisco Evening Bulletin, November 2, 1875. 

2 Homan gives, as of January 1, 1875, 45 State banks, with a capital of $17,- 
758,000, 51 private banks; and 3 foreign bank agencies or branches Homan, 

1875, pp. 6-8. 

Comptroller's Report gives, as of November 30, 1875, 122 State and private 
banks, loan and trust companies, with a capital of $22,533,565 Finance Report, 

1876, p 234 

Report of Examiner, cited above, gives total capital about $24,000,000. 
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the amount the redemption agents were able to pay out. 
The deranged condition of business and the stoppage of 
work in many of the mines had lessened the demand for 
currency, and the notes were sent in for redemption. 

The National Gold Bank and Trust Company had its 
business well under way again when it suffered from an- 
other run on Saturday afternoon, October 30. 1 It did 
not open for business the following Monday; and the direc- 
tors decided to put the bank in voluntary liquidation, 
and wind up its affairs as speedily as possible. This 
decision was not carried out, however; and it was later 
decided to reopen and make another trial. The bank 
paid all of its claims with 10 per cent, interest, and reop- 
ened after a few months. It had retired practically all 
its circulation, and opened with only forty thousand dol- 
lars of circulating notes. Other gold banks had begun to 
retire their circulation at the same time. In 1875 there 
was deposited with the United States Treasurer for the 
retirement of gold notes the total of $940,000 in gold. 
And between June 30, 1875, and June 30, 1876, the gold 
note circulation was reduced from $2,459,000 to $1,- 
408,000. 

By 1877 the speculative mining booms in the State had 
collapsed, and business had declined to a lower stage. 
Many of the weaker banks of the State were closed, many 
others reduced their capital, and all of the banks suffered 
from the slack business and general depression during the 
latter part of the decade. 

The business of the national gold banks never recovered 
thoroughly after 1875. Their deposits declined from over 
five million dollars to about two and a half million, their 
loans from over seven million to about four million. The 

1 It ia difficult to tell exactly what started this second run. Some of the 
brokers had withdrawn their business, and it developed later that the bank had 
made large loans to its own officers. Probably some report of this kind aroused 
the old distrust. San Francisco Bulletin. November 1, 1875. 
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average annual earnings of the two San Francisco gold 
banks for the five years following 1875 were only 6.3 per 
cent, of the capital and surplus, and the earnings of the 
other gold banks averaged about 11.3 per cent, during the 
same time. If we compare these ratios with those of 1874 
and 1875 (14 per cent, to 18 per cent.), and if we consider 
the fact that the ordinary interest rate in California at 
the time was from 9 to 12 per cent, or over, we shall see 
that the national gold banks were not doing a satisfactory 
business. The banks outside of San Francisco do not 
show the same decline in business as do the city banks, 
but they show the same retirement of circulation. The 
full number of banks was not reached until the October 
report of 1875, and these new banks were just establishing 
their business in 1876 and 1877. And their deposits 
were always low in comparison with their capital. 

IV. 

But the causes of the failure of the gold bank system 
lie deeper than the panic and the depression, which 
brought hard times to all the banks. The gold banks 
derived little profit from circulation, because they were 
permitted to issue only 80 per cent, of the par value of 
the bonds deposited, and then were required to keep a 
reserve of 25 per cent, against circulation outstanding, 
in addition to the regular reserve against deposits. The 
law of June 20, 1874, relieved the other national banks 
from keeping a reserve against circulation, requiring a 
5 per cent, redemption fund with the United States 
Treasurer in lieu of reserve; but this law did not apply 
to the gold banks. 

The 80 per cent, rule was no injustice to the gold banks, 
if we compare their profit on circulation with that of the 
national currency banks, making the same allowance for 
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reserves in both cases. Until 1874 the currency banks 
were required to keep the same reserve against circulation 
as against deposits, so the national banks in all redemp- 
tion cities were under the same rule as the gold banks. 
The profits on circulation in the two cases may be esti- 
mated as follows, assuming in both cases an interest rate 
of 10 per cent., which was about the prevailing rate in 
California. The difference in the two cases arises from 
the fact that United States bonds were worth about 115 
in greenbacks, while they were at par for gold, and that 
gold was worth about 115 in greenbacks : 1 — 

Profit on Circulation 

For National Currency Banks in Redemption Cittes 
$100,000 United States 5 per cent bonds at 115 = $115,000, amount 

invested for circulation. 
90 per cent of par value = $90,000, amount of notes issued. 
$90,000 — 25 per cent, reserve = $67,500, amount of notes available 

for loans. 
$67,500 @ 10 per cent, interest brings income of $6,750 

Interest on $100,000 United States bonds at 5 per cent , 

$5,000 in gold, equal in greenbacks to 5,750 

Total income on investment for circulation $12,500, which 

is 10 87 per cent on the investment of 1115,000. This means that the 
profit derived from the circulation was only 87 per cent, more than 
could have been earned by lending the capital directly at 10 per cent 

For National Gold Banks. 
$100,000 United States 5 per cent bonds, at par for gold = $100,000, 

amount invested for circulation 
80 per cent, of par value = $80,000, amount of notes issued 
$80,000 — 25 per cent, reserve = $60,000, amount of notes available 

for loans. 
$60,000 @ 10 per cent interest brings income of $6,000 

Interest on $100,000 United States bonds at 5 per cent. . 5,000 

Total income on investment for circulation $11,000, which 

is 11 per cent on the investment of $100,000. This shows a profit on 

1 I assume a value of 115 in these' calculations The market value of both 
bonds and gold fluctuated widely During the period 1869 to 1874 gold ranged 
between 107 and 123, and United States 5 per cent, bonds between 108 and 122. 
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circulation of 1 per cent, more than could have been earned by lending 
the capital dhectly. 1 

Another comparison may be made in the ratio which 
the circulation issued bears to the amount invested for 
circulation. The currency banks issued $90,000 on an 
investment of $115,000, or 78.26 per cent.; while the gold 
banks issued $80,000 on an investment of $100,000, or 
80 per cent. Thus we see that the gold banks, tho issuing 
only 80 per cent, of the bonds deposited, really issued a 
larger proportion of the amount invested for circulation 
than did the national currency banks. And they could 
make a slightly larger profit on circulation, assuming the 
same interest rate in both cases, 2 because of the discount 
on greenbacks and the premium on government bonds 
when purchased in greenbacks. 

This was true, however, only of the national currency 
banks situated in the redemption cities. 3 A larger profit 
on circulation was possible for currency banks in country 
districts, because they were required to keep only 15 per 
cent, reserve. 4 It was the difference in the reserve re- 
quirements that made the circulation of the national cur- 
rency banks more profitable than that of the national gold 
banks on the same interest basis. After the law of 1874, 
releasing the reserves against circulation, the profit of the 
national currency bank on circulation was 2.43 per cent.; 
while the gold banks, still required to keep reserves, had 
only their 1 per cent, as before. 

The gold notes, moreover, were adapted only for local 
circulation, as there was no provision for redemption out- 
side of California. And, besides, experience had proved 

1 No allowance is made here for taxation of circulation, which would fall with 
approximate equality upon all banks ahke. 

2 See below, page 624, for the effect of a difference in interest rates. 

3 "Redemption cities" before 1874; "reserve cities" since that time. 

4 Their profit, estimated as above, with a 10 per cent, interest rate, would be 
1.65 per cent. 
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that there was really no very great need for such notes, 
either in the East or in California. United States gold 
certificates supplied the means for making large payments, 
and coin could be conveniently used for smaller payments. 
And the hard-money ideas of the California people made 
paper money a dangerous liability for banks in that State. 

Aside from circulation the restrictions of the national 
system were perhaps an argument against it rather than 
for it at the time. The reserve requirement, as we have 
seen, was too much for the gold banks to live up to until 
they learned their lesson in the panic of 1875. After that 
time they carried large reserves. The other banks were 
not restricted, as were the national banks, in regard to 
their reserves, loans, and real estate holdings; and these 
things perhaps all told in favor of the existing banks and 
against their conversion into national banks. 

Attempts were made to remedy these evils and inequal- 
ities which worked against the success of the gold banks 
by so modifying the law as to enable them to increase 
their profits and to revive their declining business. A law 
of January 19, 1875, had removed the limit of one million 
dollars circulation permitted to any individual gold bank. 1 
In January, 1877, a bill passed the House authorizing the 
issue of gold notes to 90 per cent, of the par value of the 
bonds deposited, and substituting a 5 per cent, redemp- 
tion fund with the Assistant Treasurer at San Francisco 
for the 25 per cent, reserve against circulation. 2 This 
would have placed the gold banks legally on the same 
footing with the other national banks. 3 It failed to pass 

1 Statutes at Large, 43 C , 2 S , Chap 19. 

2 Congressional Record, 44 C , 2 S„ p. 922. The bill was not considered in 
the Senate. 

3 On a better footing, as a matter of fact, assuming the same interest rates. 
The profit on circulation estimated as above would have been larger for the gold 
banks than for the currency banks But this would have placed them more 
nearly on an equality by tending to neutralize the difference in profit due to the 
difference in interest rates. 



THE NATIONAL GOLD BANKS 623 

the Senate, however; and it never became a law, tho it 
was twice recommended by the Comptroller of the Cur- 
rency after this time. 

The discount on greenbacks was gradually disappearing 
as the time for the resumption of specie payments ap- 
proached. The triumph of the resumptionists in Congress 
promised the country that the difference between the gold 
and the greenback standards would soon be eliminated 
from business calculations. This meant that the gold 
banks would then lose their only reason for existence. 
With the actual resumption of specie payments in 1879 
the gold banks were at a greater disadvantage than before. 
Their notes were now no better than greenbacks and cur-, 
rency bank-notes; yet the banks must pay them in gold, 
and must keep a reserve of 25 per cent, against their cir- 
culation, and must keep their reserve in gold instead of 
in legal tenders. "Lawful money" in their case meant 
gold and silver coin, and this applied to reserves against 
deposits as well as to reserves against circulation. 

In 1879 one of the gold banks went into voluntary 
liquidation, in order to reorganize as an ordinary national 
bank, there being no legal means for conversion without 
closing and reorganizing. The Comptroller recommended 
this year the passage of a law similar to the bill which 
had passed the House in 1877, mentioned above, and also 
a law permitting gold banks to become ordinary national 
banks without going into liquidation. 1 The latter recom- 
mendation was embodied in an act of February 14, 1880, 
authorizing the conversion of gold banks under the same 
provisions prescribed for the conversion of State banks.' 
The result was that all but three of the gold banks reor- 
ganized by the close of the year 1880. These three con- 
tinued as gold banks until 1882, and two of them until 

i Finance Report, 1877, p. 155. 

2 Statutes at Large, 46 C 2 S.. Chap. 25. 
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1883. They were all finally converted into national banks. 
The gold notes were being gradually withdrawn during 
these years, and they have been slowly retired since the 
conversion of the last of the gold banks. 

The gold banks might have been successful in California 
if the law had been modified in 1874 as suggested then by 
the examiner, and as later attempted by the bill of 1877. 
It is possible that, if the redemption of the notes had been 
in the hands of the Assistant Treasurer of the United 
States when the panic of 1875 came on instead of in the 
hands of the banks themselves, the gold notes would not 
have been discredited, and the runs on the banks would 
not have occurred. If the gold banks had passed through 
this crisis successfully, and if they could have issued notes 
to 90 per cent, of the bonds deposited, and been relieved 
of the reserve requirement on circulation, the national 
system would have gained a much stronger hold upon the 
Pacific States than it ever did gain. 

But beyond all that has been said is another reason why 
the national banking system did not gain any greater 
strength in California. Interest rates were from 12 to 18 
per cent, for call loans and from 9 to 12 per cent, on time 
loans in San Francisco at the time, and in the newer settle- 
ments the rates were undoubtedly considerably higher. 
The national circulation is not so profitable where the 
prevailing interest rates are high as where they are lower, 
because of the loss of interest on the amount withheld 
from use in the reserve or redemption fund, and the margin 
on the bonds and the premium on bonds. If we estimate 
the profit on circulation in the same way in which the 
previous estimates are made, we shall find that the profit 
on a 10 per cent, interest basis is 2.43 per cent., while on a 
6 per cent, basis it is 3.46 per cent. Gold banks on a 6 per 
cent, interest basis could have earned on their investment 
for circulation 8.6 per cent., or a profit on circulation of 2.6 
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per cent. ; while on a 10 per cent, interest rate they could 
earn 11 per cent, on their investment, or a profit of only 
1 per cent, on circulation. Hence we could hardly expect 
the national circulation to be as successful in California 
as in the East, even if the conditions of issue could have 
been equalized. 

This fact of high prevailing interest rates, added to the 
firmly rooted prejudice of the California people against 
paper money, and the opposition of the superior powers 
of the private banks, and the restrictions of the national 
law, and the defects of the gold bank law itself, — all these 
are sufficient and abundant causes for the failure of the 
national gold bank system to make any important place 
for itself in California. 

The gold banks, along with the gold bank legislation, 
have almost passed into oblivion. They did not succeed 
in the East as the bankers of the foreign traders; they 
did not aid in the march towards the resumption of specie 
payments; they did not succeed in replacing the gold 
coin of California with national bank paper; and the 
adoption of the system was not extensive enough to affect 
materially the market for United States bonds. Prob- 
ably their only claim to attention at present is as an ex- 
ample of one of the experiments in banking and currency 
that were tried or discussed during the time of the green- 
backs and suspension. 

G. D. Hancock. 
University op Wisconsin. 



